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10-70-00 PURPGCSE

Thi s chapter establishes Departnental policy and prescribes

gui dance for HHS Finance Ofices to conply with the Internal
Revenue Service (IRS) requirenments for the issuance and reporting
of information returns (IRS Forns 1099) for certain types of non-
Federal paynents made during the cal endar year (CY). It also
addresses rel ated payee Backup Wt hhol dings required by IRS.

This policy, which nust be inplenented by each HHS Fi nance
Ofice, is intended to acconplish the foll ow ng:

. Est abl i sh Departnental policy and prescribe HHS Fi nance
Ofice requirenents with regard to the data coll ection
Backup Wthholding, filing and reporting requirenents
for RS Fornms 1099 information returns.

. Est abl i sh gui dance from whi ch each HHS Fi nance O fice
shal | inplenment appropriate supplenental procedures to
accommodat e its unique organi zational and program
specific requirenents and conditions.

10-70-10 AUTHORI TY AND COVERAGE

It is Departnental policy that all HHS Finance Ofices will fully
conply with IRS requirenents to report via IRS Forns 1099 al
paynments of $600 or nore made during the CY to a qualifying non-
Federal payee such an individual, a trust, estate, partnership,
associ ation, conpany or corporation unless specifically exenpted.
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This policy also includes reporting (1) discharged debts which
have becone uncol | ecti bl e because the applicable statute of
[imtation expires or because the Governnent agrees with the
debtor to forgive or conprom se the debt in accordance with
45CFR30, (2) interest paynents nmade under the Pronpt Paynent Act
where the anobunt is $600 or nore, and (3) legal fees paid solely
to an attorney frombeneficiaries retroactive benefits under
Section 206b of the Social Security Act and the Equal Access to
Justice Act. Further, if such a non-Federal payee fails or
refuses to furnish a Taxpayer ldentification Nunber (TIN) as

di scussed in 10-70-20, the Internal Revenue code requires that

t he Federal agency deduct and w thhold for taxes an anobunt equal
to 31% of such paynent as a Backup Wt hhol di ng.

The follow ng types of payees and paynents are exenpt under the
I nternal Revenue Code frominformation return reporting
requirenents:

. Prior to CY 1997 paynents to corporations were excluded
fromIRS Form 1099 information return reporting, except
for paynents of $600 or nore nmade to corporations
provi di ng nmedi cal and health care services.

Starting in CY 1997, Section 1022 of the Taxpayer
Relief Act of 1997 requires that all Federal executive
agencies nust file IRS Form 1099 information returns
for paynents of $600 or nore to corporations for
services (object class 25).

. A hospital or extended care facility which is exenpt
fromtaxation under Section 501(a) of the Internal
Revenue Code. Also exenpted is a hospital or extended
care facility owed and operated by a State, the
District of Colunbia, a possession of the United
States, or a political subdivision, agency or
instrunmentality of any of the foregoing.

. Paynents of bills for nerchandi se, tel egrans,
t el ephone, freight, storage and simlar charges.
. Paynment of rent made to real estate agents.
. OPDI V approved rei nmbursenents to a non-Federal payee

for travel perfornmed in accordance with the Federal
Travel Regul ations and settled pursuant to Departnental
voucher exam nation requirenents.
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. Paynents representing earned i ncone for services
rendered outside the United States nade to a citizen of
the United States, if it is reasonable to believe that
such amounts will be excluded under Section 911 of the
| nt ernal Revenue Code.

. An anount in dispute, which is discharged under Title
11 of the Bankruptcy Act, or which arises out of an
over paynment whi ch was al ready taxed.

. Paynments to mlitary or civilian personnel of the
United States, a State, Territory or political
subdi vi sion thereof, or the District of Colunbia as an
al | ownance or reinbursenent for travel or other bona
fi de and necessary expenses. This includes allowances
for meals and | odging or a per diemallowance in lieu
of subsi stence.

. Anmounts paid to persons in the service of an
i nternational organization, as an all owance or
rei nbursenent for traveling or other bona fide ordinary
and necessary expenses, including an allowance for
meal s and | odging or a per diemallowance in |lie of
subsi st ence.

. | nforner fees.

| RS has devel oped specialized Forns 1099 for reporting purposes.
CGeneral ly, nost qualifying non-Federal paynments wll be reported
by HHS Finance Ofices on the IRS Form 1099-M SC. | RS Form
1099- C nust be used to report discharged debt of $600 or nore,
exclusive of interest; IRS Form 1099-G nust be used to report
cancel l ati on of debt; and IRS Form 1099-1 NT nust be used to
report interest paynents nade under the Pronpt Paynent Act.

(See 10-70-40 for a further discussion.)

| RS requires that information reported on the IRS Forns 1099 nust
be summari zed and transmtted on I RS Form 1096, Annual Sunmary
and Transmttal of U S Information Returns. |In addition, HHS
Finance Ofices will also use IRS Form 945, Annual Return of

Wt hhel d Federal |ncone Tax Reported on Fornms 1099, to sunmari ze
and report to the IRS any Backup Wthhol ding paynents or deposits
made during the CY. (See 10-70-50D for further discussion of
Backup Wt hhol di ng reporting, paynents and deposits.)
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10-70-20 PAYEE TAXPAYER | DENTI FI CATI ON NUVBER AND BACKUP

A

W THHOLDI NGS

Each payee expected to receive reportable paynents during
the CY nust provide a 9 digit Taxpayer Identification Nunber
(TIN) to the applicable HHS Finance Ofice. For an

i ndi vidual payee the TINis generally a Social Security
Nunmber (SSN); for other payees it is the Enpl oyer

| dentification Nunber (EIN). The HHS Finance Ofice should
request the payee to provide this information on RS Form W
9, Payer’s Request for Taxpayer ldentification Nunber. |If
the taxpayer is registered in the Departnent’s Centra

Regi stry System (CRS) with a valid TIN (SSN or EIN), it is
not necessary to request the RS Form W9 information from
t he payee.

When a payee has furnished the HHS Finance Ofice with a
correct TIN and has certified being exenpt from Backup
Wt hhol di ng, the payee is subject only to IRS information
return requirenents.

Under the conditions below the HHS Finance Ofice w |
initiate Backup Wthholdings at the rate of 31% on paynents
of interest, rents, royalties, nonenpl oyee conpensation, and
ot her paynents. The payee nust be notified when w thhol di ng
starts and, as required by the Internal Revenue Code, a
notice citing Backup Wthhol di ng of 31% nust be incl uded
with the first check sent to the payee

. The payee does not furnish a TIN. |If the payee has
applied to I RS for one and states so on the I RS Form
W9, withholding will start if the TINis not received
within 60 days and will continue until it is received.

. I RS notifies the HHS Finance Ofice that the payee's
TINis incorrect. A copy of the IRS notice wll be
provided to the payee along with a request for a
corrected TIN. Wthholding will start on the 31st day
after the IRS notice is received, and continue until
t he payee provides a new TIN.

. Notification is received fromIRS that the payee is
subj ect to Backup Wthholding. Wthholding will start
on the 31st day after the IRS notice is received , and
continue until IRS provides a witten notice to stop
wi t hhol ding to the HHS Finance O fice or the payee.
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10-70-30 PAYEE RECORD

Finance O ficers nust be able to identify amounts of $600 or nore
paid on a CY basis to non-Federal payees from payee records.

Data recorded nmust contain the payee nane, address, and TIN (and
designate the TIN as either an SSN or EIN). Each OPD V
accounting system nmust be capabl e of aggregating on a paynent-by-
paynment basis all anobunts paid during a CY, including any Backup
W t hhol di ngs.

10-70-40 I RS FORMS FOR PAYMENT | NFORMATI ON REPORTI NG

Paynents nade by HHS Finance Ofices are reported on I RS Forns
1099 (see 10-70-10 for exenptions). Following is a listing of
the nore conmmon types of Forms 1099 and a description of the kind
of paynents reported on them

. 1099-C, Statenent for recipients of Cancell ation of
Debt: Used to report an indebtedness in excess of $600
(exclusive of interest) owed to the Departnent which
has been decl ared uncol | ecti bl e because the applicable
statute of limtations has expired or the Departnent
has agreed to forgive the debtor or conprom se the
debt .

. 1099-G Statenment for Recipients of Certain Governnent
Paynments: Used to report taxable grants of $600 or
nore, unless the grant is tax exenpt as a result of its
aut hori zing | egi slation.

. 1099- I NT, Statenent for recipients of Interest |ncone:
Used to report interest paynents in a CY of $600 or
nore under the Pronpt Paynent Act.

. 1099-M SC, Statenent for recipients of Mscell aneous
| ncone: Used to report paynents in a CY of $600 or
nmore for such itens as rents, royalties, nedical and
health care paynents, non-enpl oyee conpensation, and
ot her i ncone.

I nformation on any required Backup Wt hhol di ng nust be reported
in the applicable block of RS Fornms 1099.
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10-70-50 REPORTI NG AND RETENTI ON OF RECORDS

A

| RS Fornms 1099 nust be prepared, reported and distributed as
follows after the close of the reportable CY

. Copy A nust be transmtted by the end of February to
the RS together with IRS Form 1096, Annual Summary and
Transmttal of U S. Information Returns.

. Copy B nust be provided by the end of January to
qual i fyi ng non- Federal payees.

. Copy C nust be retained by the Finance Ofice.

| RS Form 1096, Annual Summary and Transmittal of U. S.

I nfformati on Returns, together with copy A of the supporting
| RS Fornms 1099, nust be filed with the IRS by the end of
February after the close of the reportable CY. A separate
RS form 1096 transmttal nust be prepared for each
specialized type of RS Form 1099 (i.e., 1099-C, 1099-1 NT,
1099-G or 1099-M SC). Unless a waiver has been obtained
fromIRS, each issuing finance office nmust file using
magneti ¢ nmedi a procedures (which are available at the IRS
Service Centers and District Ofices) if there are nore than
250 information returns of each specialized type. Requests
for a waiver fromIRS reporting nedia requirenents is the
responsibility of each affected HHS Fi nance O fi ce.

Backup Wt hhol ding shall be reported to IRS separately by
the end of January on I RS Form 945, Annual Return of

Wt hhel d Federal Incone Tax reported on Fornms 1099. Each
HHS Fi nance O fice maki ng Backup Wt hhol di ng nust report
payee w thhol dings to IRS and make paynents in accordance
with the foll owm ng paynent schedul es:

. | f prior CY Backup Wt hhol di ng anbunts were | ess than
$500, remt annually with the IRS Form 945 using the
| RS Form 945-V (Form 945 Paynent Voucher).

. | f prior CY Backup Wthhol di ng amounts were $50, 000 or
less, remt nonthly either by electronic funds transfer
using the El ectronic Federal Tax Paynment System
(EFTPS); or by using IRS Form 8109, Federal Tax Deposit
Coupon, at an authorized financial institution or
Federal Reserve Bank.
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. | f prior CY Backup Wt hhol di ng anbunts were nore than
$50, 000, remt sem -weekly by electronic funds transfer
using the El ectronic Federal Tax Paynent System
(EFTPS). An IRS Form 945-A, Annual Record of Federa
Tax Liability, nust also be conpleted and submtted
with the IRS Form 945 if sem -weekly deposits are being
made.

D. Retention of Fornms. Each HHS Finance Ofice nust retain
payee records, and IRS Forns 1099, 1096 and 945 for a
m ni mum of 5 years.

10-70-60 REFUNDS OF AMOUNTS ERRONEQUSLY W THHELD

W t hhol di ng erroneously deducted froma payee not subject to
Backup Wthhol ding or froma non-reportabl e paynent nust be
refunded by the HHS Finance O fice to the payee. Each HHS

Fi nance O fice nust prepare a voucher to support refunding any
erroneous w thholding. Anounts refunded are to be recorded as a
reduction on the payee record of the aggregate Backup
Wthholding. |If a non-Federal payee provides a TIN or evidence
that the payee is exenpt from Backup Wthholdings, or if the IRS
so advises, a refund nust be made provided the prior w thhol dings
have not al ready been filed on the annual IRS Form 945. If
already filed with the IRS, credit can be clainmed for the

wi t hhol di ngs on the payee’s tax return.



